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Dear Applicant:

’ We have considered your application for racegnitica of
exemption as an organizaticn described in sec<ticn 301/c) 3y »of
the Intarnal Revenu2 Code. 3Based on the infzrmaticn susmiztad,
Wwe have concluded that you do nct gualify for a2xemption undcer
that section,

Your purvposes, as stated in your articles »f incecrperation,
are to provide broad kased social servicas ts residents of the

State of M, including access to low cost medical care
and legal services, and to promote education; ar<t, culture,
tourism, and communication concerning NN her:tage.

Your primary activity is providing insurance through
contracted medical providers. You charge an annual fee of SHEE
for the first ramily member and $SHEM per zadditional family member
for contracted medical insurance paid to the . carrier . You
then receive a SHMl rebate per family from the carrlier once kthe
policy is written. The health insurance will cover costs of any
medical need incurred in the | tc:ritory. Your
program works as a health maintenance organization and the

medical needs will be covered only at I health center in
the IR teorritory.

You will also offer legal counseling for problems such as
eviction and divorce. In addition you will prepare tours of
B for low income families and youth to provide cultural and
historical education. 1In addition, you will provide educational
opportunities such as lessons for learning spanish as a second
language. You also operate a HEEEE cultural Center which will
show Hispanic artists as well as provide lessons to children and
youth.
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SR Your income is derived principally from medical insurance ‘
activities, and is used for operating expenses. You have stated ’
in your articles of incorporation that you have no members,

however, in your contract for health insurance yocu refer to

gourself as the "union" and refer numerous times to your

‘members." oo ' ’ ‘
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Section 501(c) (3) of the Internal Revenue Code =2xenpts from
federal income tax organizations organized and operated
exclusively for charitable, educational, and other purposes,
provided that no part c¢f the organizaticn’s net =2arnings inursas
to the renerii of any privata sagarshclder or Lndlroiual.

Section 1.501(c)(2)=-1(a) (1) of the Inccme Tax Regu

latiors
provides that in crder to ke ayxenct as an srzanization descrized
in section 501(c)(3) of the Code, the orzanization zust %e ~na
that is both organized and operatead exclub.lexj for one or norz2
of the purposes specified in that section.
Secticn 1.301(c) (3)=-1(c) (1) of tne rzgulazicns zroviies =ha=
.an organizaticn will not be recgarded as sperauad exclus.valc Jar
exempt purposes i mcre than an insucsTantial gars 37 L=3
activities is not in furtherancs of exenpt purpcses.
Section 1. 501(c)( )=1(d) (1) {11) of the resgulations =zreoviies
that an organizaticn is not orzanized and crerazad auclurively
for one or more exempt purposes unless it serves a suplic rather

than a private interest.

Section 1.501(c) (2)-1(d) (2) of the regulaticns provides that
an organization is not organized and operated exclusively for one
or more of the exempt purposes specified in section 301! /2) of
the Code unless it serwves a public hauhe*,:han a privaca
interest.

Section 1.501(c) (3)-1(e) (1) of the regulaticns provides that
an organization may meet the requirerents or section 501(c) (3) of
the Code although it operates a trade or business as a
substantial part of its activities, if the operation of the trade
or business is in furtherance of the organization’s exempt
purposes and if the organization is not organized or operated for
the primary purpose of carrying on an unrelated trade or
business, as defined in section 513.

Section 513(a) of the Code defines the term "unrelated trade
or business," as any trade or business the conduct of which is
not substantially related (aside from the need of such
organization for income or funds or the use it makes of the
profits derived) to the exercise or performance by such
.organization of its charitable, educational, or other purposes or
“function forming the basis for its exemption under section 501.

The Supreme Court of the United States, in Better Business
Bureau v. United States, 326 U.S. 27¢ (1945), held that if the

nonexempt activities of the organlzatlon are more than 1nc1dental‘

or insubstantial, the organization is not entitled to exemption
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under section 501(c) (3) of the Code recgardisss of the number or
importance of its exempt purposes. '

Rev. Rul. 75-199, 1975-1 C.B8. 160 stata2s thaz 23 ncnproflis
organizaticn that rastricts i:s ;EMLerzInic T oLagLviIuals of geed
moral character and heaith elunq;ng T2 a zarticuwlar ethnic groug
residing in a statad gecgraphical ar=a and 3T vides 3icik pbeneills
to members and death benefits to their tensficiarias is not
exempt under secticn 501(c){4) of the Code I:r fayx vears
beginning after June 2, 197%.

Although some of your act 1v1t1es may ce apprcpriate for an
organization descritzed in section 50l(c) (2) cf the Ccde, several
of your objectives and several of yecur activizias arze sinilar <2
a commercial insurance ccmpany ’*d Z2rTaln Tonar actlivities are
similar to those of a laper orgzanlzatLsn., Youy Lasuranca
activities are not substant*a"v relatad <o anv 2¢empt Surposa
and, herefore, constltute an unrelated trade or rtusiness within
the mean*na of section 513(a) of the Tzda2. Sinca2 ycu 3ire
primarily enqaqed in the ccnduct of an unrelatz2i Trade »r
pusiness, section 1.501(c )(3)—l’e\( ; Of ths ragulaticns gprovides
that you may not be recognized as exewut ander section 20l{c) (I}
of the Ccde. See, Bettar 3usiness 3ur22us . "nis2d Statss,

supra.

Additionally, vcu have not demcnstratad that vour actlvities
will not serve the private interests of ycur mencers more than
incidentally. A membership organization or the tyve here
described is essentially a mutual, self-intarast type of
organization. Its income is used to provide direct econcnic
benefits to members and any benefit to the larger community is
minor and incidental. Where the benefit from an organization is
limited to that organization’s members (except for some minor and
incidental benefit to the community as a whole), the organization
is not operated exclusively for charitable purposes within the
meaning of section 501(c)(3) of the Code. 3ee Rev. Rul. 75-199
supra for a similar analogy.

Based on the foregoing, we hold that you do not qualify for,
exemption from federal income tax as an organization described in
section 501(c) (3) of the Code. Therefore, contributions to you
are not deductible under section 170 of the Code. You are
requ1red to file federal income tax returns on Form 1120.

You have the right to protest this ruling if you believe it
is incorrect. To protest, you should submit a statement of your
views, with a full explanation of your reasoning. This statement
must be submitted within 30 days from today and must be signed by
one of your principal officers. When sending a protest or other
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correspondence with respect to this case, ycu will expedite its
. receipt by placing the following symbols on the envelope:
. $ These symbols do not refer to your
L case, but rather to its location.

Ycu also have the r*gh* to a coni=renca in this ofiice arftar
your protest statement is submitted. If vcu desirs a confarance,
you must request it when you £file your protast statement. IZ you
are to be representad by someone who is nct one of your grincipal
cfficers, that person must file a proper power of attorney an-.
otherwise qualify under our Conferences and Practice Requirems..ts.

. If you do not protest this proposed ruling in a timely

. manner, it will be considered by the Intarnal Revenue Serwvice as

g a failure to exhaust avallable administrative remedies. Seczion

, 7428 (») (2) of the Coce provides, in par<=, that, a declaratorv

judgment or decree under this section shall not be issued in any

proceedings unless the United States Tax Court, the United States

Court of Federal Claims, or the District Court of the United
tates for the District of Columbia detzsrmines that the

. crganization involved has exhausted administrative remedies

: available to it within the Internal Revenue Service.

If we do not hear from you within 30 days, this ruling will
become final and copies will be forwarded to the District
Director, Baltimore, Maryland, which is your Xey distri~zt for |
exempt organization matters. Thereafter, any gquestions about
your federal income tax status should be addresssed to your ‘
District Director. The appropriates Stats Officials will be |
: notified of this action in accordance with section 6104 (c) of the
X Code.
' |

Sincerely yours,
I

I
Chief, Exempt Organizations
Rulings Branch 4

cc: DD, Los Angeles .
Attn‘ EO Group A -’. )". ,.‘.' ‘. B N ’ o R g ;‘;-. " . ‘f'lvj" .’A"':'.'
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